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Standby Service to Distributed
Generation Projects: The Wrong
Tool for Subsidies

Providing subsidized standby service to DG is a mistake
for twe reasons. 1t is a shotgun approach to encouraging
beneficial projects. Further, DG designers and operators
will not plan and run their generating facilities efficiently
if they do not face cost-based charges for standby service.

Hethie 5. Parmesano

1. Distributed Generation
Is a Good Idea

Distributed generation {EXG}, as
the term is generally used these
days, has a number of key char- -
acteristics:

» It is located within the distri-
bution network, often at the site of
a major electricity consamer.

= It is usually, but not always,
of smaller scale than most utility-
owned or merchant generators.

& It may use a renewable
energy source such as solar, wind,

which produces useful steam or
heat as well as electricity.

» It is generally not owned by
the local utility.

DG projects vary widely in size,
technology, fuel type, and loca-
tion. The benefits they provide to
thefr owners and to society in
general are equally varied. DG
produces energy that would
otherwise have to be supplied by
other generators. In jurisdictions. |
with an effective wholesale elec-
tricity market, DG can increase

hethieparmesgnoBnera.cont. _ competition in “load pockets”
or landfill gas. and reduce market power, thus
L] » It may be a combined heat puiting downward pressure
‘ and power (CHP) facility, also | on market prices. DG has the
called & cogeneration facility, potential to relieve congestion on
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the transmission sysbern; because
DG is located within the distri-
bution network, DG energy often
<at be consumed without flowing
over transmizsion lines. Depend-
ing on its size, operating pattern,
and location, a DG project may
relieve congestion on the sub-
transmission and distribution
networks as well. Such congestion
relief reduces line losses and -
generation costs, and improves
reliability. DG with highly pre-
dictable energy production may
even allow the utility to defer
upgrades to its transmission and
distsibution systems, providing
additional savings 1o consumers.
S ome 3G technologies may

. provide other benefits such
as reduced air polution. OF
course these benefits may be off-
set by environmental damage; for
example, wind projects may cause
noise, visual poliution, and
impacts on birds. Depending on

technology, DG may increase fuel

diversity for a region. Small-scale,
scattered generators may be less
- susceptible to terrorism than
. large, central stations.

t is clear that DG can be ben-

eficial 1o electricity consumers,
to the environment, and to
wholesale electricity markets.
However, these benefits are highly
dependenton the details of a given
DG project: Tocation, shze, energy
source, reliability, operating char-
‘acteristics, ete. Some DG is very
clean and efficient; but some
technologies such as diesel sets are
dirty and inefficient. Some poten-
tial DG locations will relieve grid
congestion, while other locations
such as remote wind sites will

require new transmission facil-
ities. Some DG will operate con-
tinuously, except for brief periods
of maintenance, while some will
operate only sporadically (e,
when the wind blows} or be run
only to shave peak or avoid peri-
ods of high market prices, Some
technologies will be very reliable,
whileothersmay have highoutage
rates. Some DG projects will pri-
marily supply on-site load, while
others will be fet exporlers,

DG benefits

are highly
dependent on the
details of a

given project:
~location, size,
energy source, efc.

IL DG Economics

The economic feasibility of a
DG project depends upon tany
factors, including (1) the costs to
the investor—initial equipment
costs {plus upfront costs of per-
mitting, interconnection with the

. utility grid, etc.), operating and

maintenance costs (including
standby electricity service), taxes,
ingurance; and (2) the benefits

to the investor-price received
for any net exports, avoided

- electricity purchages and avoided

costs of producing heat or steam
{for CHP projects).

DG projects provide electricity,
but they also consume electricity,

- erator is not opersting because of .

| tives for investors to pursue DG
| projects and the larger benefits

A project’s electricbill is one of its
operating costs. For example, a
stand-alone project, Lo, one thatis
not associated with a particular
consumer’s foad, needs electricity
for start-up and “'station use”
for lights, security, ete,, when the
generator is not operating.
Another DG facility that normally
serves all or a portion of a con«
sumer's electricity needs must be
backed up by a delivery system
and alternative generation source
to serve that load when the gen-

a plarated maintenance outage, a
forced outage, or a shut-down for
eonomic reasons, and o supply
supplemental power on a regular
basis to make up for the difference
between the customer’s load and
the DG's normal output, The level
and structure of the rates for these
standby services are, therefore,
factors in the economics of the DG
project.

DG economics are complicated
by the fact that the costs and ben-
efits to the investor are not always
the same as the costs and benefits
tosocietyatlarge. For example, the
benefits of reduced emissions and
reduced transmission congestion
are enfoyed by many people.

III. DG Incentives

As a result of the perceived
discrepancy between the incen-

of such projects to socisty,

numerous subsidy schemes have
been developed. These subsidies
are designed to shift the business

8 172003, Elsevier Inc, HKMO-6190/$ - see fronit mater dei: WL 106/ be]. 2003.07.001
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case in favor of the DG projects Tahis T: Slato and Federal Subsidies for Distributed Generation

eligible for them. Table 1 sum- Tax Payment Net
marizes some of fhe available Henefits " Granis Loans per KWh Matering
state and federal programs. Many _

of these incentive programs are hov - R&0 A R
targeted to reward investment in
facilities that provide environ-
mental benefits or to support
emerging technologies. Others
apply only to projects that pro-

vide site-specific savings to the g? R R " " a%0
utility. The incentive mechanisms e 880

include various tax breaks, grants | pe a%0

and low-cost loans, payments per | g R n R

kWh produced, reduced connec-
tion charges, and net metering

{which charges for energy deliv-
ered to the project and credits for
energy delivered by the DG to the

network at the standard retail I B R 8
rate). When the size of the incen- | xg R R

tive is related o the societal ben- | Ky R R
efits provided by the project, these | t4 a

tools are appropriate for ME R&O

encouraging beneficial DG pro-
n some states thers is pressure
by DG manufacturers, pro-
mioters, and owners to provide an
additional DG incentive in the
form of subsidized standby elec-
tricity service. For example, in
numerous hearings before the Los
Angeles Department of Water
and Power (LADWP} Board of
Commissioners, DG promoters
argued that DG projects would be
hurt by proposed new DG sates
that are based on the standard
rates, but take into aceount dif-
ferent usage patterns by DG cus-
tomers.” Many DG projects in Los
Angeles are eligible for direct
subsidies from the State, the South
Coast Air Quality Management
District, and LADWE. However,

October 2603 & 2003, Elsevior Iner, 10406190/ s0e front matter dob10.1016/}1e.2003.07.008 87
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the relatively low retail rates in
Los Angeles hurt the economics of
DG projects within the city com-
pared to other parts of California
- served by investor-owned utili-
tes,.
S ubsidization of rates for DG
 Is also an issue In New York,
The New York Public Service
- Comnission (NYPSC) recently
issued decisions on delivery
 standby rates” in several cases.®

provide that the rates be cost-
based (which in the interim
means derived from the standard
retail rates), include the same
markup for stranded cost recov-
ery a3 nor-DiG rates, and have a
different rate struchure from cur-
rent standard rates to reflect the
DG customers’ “intermitient and
mare random reliance on the
delivery system.” In particular,

- the costs of “local” distribution
facilities are to be recovered by a
contract demand charge, rather

NYPSC guidelines for these rates |

Table 1 (oo
Tax Paymant Net
Benefifs Grants ioans per KW Metering

oy e wr ——p————————— -y ymel
Soureas: Mmmmmimmﬁrwm&m(mmwmmm[mssedmmyw.
“State Opportunitss for Stale Acton: Review of Ststey Comblne Heat s Power Actties,” ALEEE Research
e Gmen Power Relmmwnet Weloring web sile of Htpihwww, wmmmmm«mmw

than based on usage in a given
month. The NYPSC was very
dlear that standby rates should
not be used as a subsidy
mechanism:

[The Guidelines} do not include
extrangous factors sought by var-
fous porties, such a5 public policy
valizes or benefits to utilities from
X, which in our view do not
befong in the development of
standby delivery rates. Rather,
such factors should be considered
and applied, if appropriate, in the
context of a uﬁiﬂy 5 distribution
planning process.

I n very contentious proceed-
ings, intervenors requested
provisions that would reduce
standby rates below those devel
oped by the utilities following the
NYPSC guidelines. For example,
thie Case Energy Project {of Case
University Law School}, repre-
senting DG interests, proposed

.aflowing renewable and efficient

CHP DG to choose the lower of

the new standby rates or {offered

 standby service on the standard

the standby rate or the standard
rate, and allowing the utilities to
recover the lost revenue from
other customers:

Face recommends that the Com-
mission adopt this simple
approach, which eliminates the
harm that would otherwise be
caused by application of the Con
Eddison standby tadtf, Pace pro-
vides an option for Con Edison to
propose and implement, subject ko
Commission approval, a lost rev-
enne recovery mechanism ®

In July of this year the NYPSC
apptoved a compromise. The
Orders in these cases® set efficient,
cost-based standby rates, but
provided phase-in periods for
existing DG projects that would
otherwise see higher bills from the
new rates. New small, efficient
CHP projects and new projects
using certain technologies
desmed to provide social betefity
have a choice of accepting a five
year phase-in {starting in 2004) of

until 2006) continuing to pay for

{non-cost-based) rates.

In the May 2003 issue of The
Electricity Journal, Sean Casten
argued that standby rates, which
he defined as rates thatinclude “a
flat monthly charge for potential,
rather than actual, power pro-
vided,” are “not only unneces-
sary, but they actually stand in
direct opposition to the public
interest.”” His basic arguments
are that (1) DG provides societal
benefits and, therefore, any
action, such as imposition of
standby rates, which has adverse
impacts on DG econodes should

8% © 2003, Elserier Tne, 1040-6150/5 —see front matter doi0.1016//j.e) 2003.07.001
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be avoided; and (2} a utility docs
not have to stand by for the full
nameplate capacity of 3 DG pro-
ject because of diversity. This
second point is true ondy for
generation, and perhaps trans-
mission, although Casten does
not make this distinetion.®
C ontrary to the positions of
these DG proponents, pro-
viding subsidized standby service
to DG is a mistake. First, as
explained above, it should not be
assumed that all DG brings
external social benefits. Subsi-

approach to encouraging benefi-
cial projects. In fact, since projects
that operate only sporadically
resquire the most standby service,
it gives the largest subsidies to the
feast desirable projects. Second,
DG designers and operators will
not plan and run their generating
facilities efficiently if they do not
face cost-based charges for
standby service. For example, if
standby rates include only a per-
kWh charge levied on KWh used
each month, DG designers will
have no incentive to minimize
spikes in their standby use or to
economize on the size of the
transformer they request fo serve
them. If those per-kWh charges
are not time-differentiated, DG

o schedule their maintenance in
periods when system costs are
low. Finally, manipulating
stardby rates to benefit DG con-
stitutes a hidden tax on other
consumers. In a democracy, sub-
sidization of socially beneficial

. endeavors should be done openly,

- 50 that voters are aware of the

dized standby service is a shotgun :

. operators will have no incentive

subsidy decisions their elected
representatives are making on the
voters’ behalf, When subsidies are
buried in obscute rate designs,
this transparency goal is
thwarted.

IV. Good DG Rate
Design

Customers with DG may have
load characteristics that are very

In most ,
places the structure
of full service rates
does not fully
reflect the cost
structure of

diffetent from those of customers

that purchase all of their eleckri-
city requirements. This is why
traditional rate structures
designed for customers without

. generation do not work well for
standby service. Furthermore, the
wide variations in operating

" characteristics of DG installations
using different technologies and
fuel types and with different
purposes mean that DG custo-
mers are & very heterogeneous
class of customers. A residential
customer with sofar panels on the

- yoof has consumption character-
istics very different from those of
a commercial customer using

" can be converted to a demand

" charge, but this is a second-best

. tate structure.’ The fransmission
- element of electricity service is a

ing, or a small business with a
microtirbine used for peak
shaving.

If standlard rates were designed
o recognize wide discrepancies
in usage patierns, there would be
no need for separate DG rates.
However, in most places the
structure of full service rates does
not fully reflect the cost structure
of glectricity service.” For exam-
ple, most utility rates for small
customers recover delivery cosis
that do not vary with energy
consumption in the per-kWh
charges; the fixed components of
these rates are too low and the
usage-sensitive components are
too high. Such distortions are
inefficient, but not inequitable if
the class is fairly homogeneous.
Allowing DG customers to pux-
chase standby service on such
standard rates would signifi-
cantly undercharge them; they
use too few kWh to pay for the
fixed distribution costs of serving
them.

‘What is the optimal cost-based
structure for electricity rates?
Generation costs (both energy and
capacity) are a function of a cus-
tomier's energy use in 3 given
hour and should ideally be
recovered in highly fime-differ-
entiated charges per kWh, Ina -
region with a Hourishing whole-
sale electricity market, these costs
are market prices, which can vary
by hour. If time-of-use metering is
tot cost-effoctive, capacity costs

function of the customer’s use in

October 2003

" CHP for HVAC and water heat-
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hours when the transmission
system is strained {or in hours
that trigger transmission pay-
ments by the delivery company or
retailer in cases where bransmis-
sion is provided by a retail
transmission organization (RTO)
or independent transmission
provider (fIP}). A portion of
transmission cost s included in
focational market prices if such a
system is part of the regional
market design. Again, highly
time-differentiated charges per
kWh are the best way to recover
these costs in rates. Distribution
<osls consist of the costs of
hooking an individual costomer
{0 the distribution network (meter
and service drop}, costs of shared
facilities sived based on custo-
mers’ maximum expected loads
over the life of the facilities (sec-
ondary lines, transformers, local
primary lines), and costs of locat
facilities shared by many more
customers and sized based on
anticipated near-ferm peak load-
{ ing by all customers using them
{trunk primary Hnes and digtri-
bution substations). The hook-up
COSES are per-customer costs, the
shared local facilities costs are
costs per KW of expected peak
demand or contract capacity, and
the trunkline/substation costs
vary with energy use in the criti-
cal peak load hours on those
facilities. Finally, there are per-
customer c0sts associated with
meter reading, billing, customer
accounting, and customer infor-
mation services,
: ost-based rates for DG (and
any customer group)
should ideally consist of a fixed

customer charge to recover hook-
up costs and customer-related
expenses, a facilities charge levied
per kKW of expected maximum
Ioad {or contract capacity), and
time-differentiated per-kWh
charges that cover the time-vary-
ing costs of generation, trangmis-
sion, and trunkline/distribution
substations. There is an important
exception with regard to the

triankline/substation costs in the
cases where (1) a single I3
facility {or other large customer
with intermittent load) constitutes
# significant part of the load on

these facilities and (2} a group of .

IG facilities with the same tech-
nology {e.g., wind) or fuel {e.g,,
gas) together constitute a signifi-
cant share of the load on these
facilities and may all be shut
down skmultanecusly. In these
cases, to provide reliable service
to all customers served by the
facilities, the trunkline and sub-
station have to be sized to handle
the sum of the full potential load
of the DG plus the coincident
peak of full-service customers.”
As a result, the DG (and other

should pay for this component on
a fixed, per-kW-of-contract-capa-
city bagis rather than on a usage
basis,
I n cases where strandable
generation costs are being
recovered in bundled rates or
delivery charges, and where
marginal costs must be marked
up to match the delivery revenue
requirement, individual rate ele-
ments deviate from cost. For the
sake of fairness, and to avoid
giving DG an unintended sub-
sidy, DG rates should include a
comparable markup. If DG cus-
tomers were excused from mak-
ing a contribution to stranded
generation costs, DG projects that
would otherwise not be cost-
effective (and not provide benefits
at least as large as the revenues
shifted to other consumers) might
be built.

California requires new DG

{other than small, net-metered
facilities) o pay for generation
costs incurred as a result of the
California market meltdown on
the basis of cents per kWh pro-
duced. There are exemptions (and
partial exemptions) from sur-
charges for certain new clean and
ultra-clean facilities.’”? New
York’s standby service pricing
guidelines require that DG
delivery rates contain the same
percentage mark-up for stranded
cost recovery as rates for other-
wise applicable service,'*
" With the optimal rate design in
place for alt classes, DG customers
could be charged under the same
tates as full-service customers, In
months when a DG customer self-
supplied all its energy needs, it

large intermittent) customers

90 52003, Elsevier Tne, 10806190/ —soe front matter doil 0.1016/1.4j.2003.07 01
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would pay only the customer and
distribution facilities charges—
fully compensating the utility for
standing by with local disiritw-

tion equipment, metering, billing
systems, call center, ete. In months-

when the DG unit was not oper-
ating fuily, or on a regular basis to
supply load in addition to the
normal capability of the DG unit,
the DG customer would also pay
the Hime-differentiated usage
charges.

Congress and the Federal
Energy Regulatory Commission
{FERC) addressed these same

issues in the context of standby

- rates for Qualifying Facilities

(QFs} aver 20 years ago. Section
210 of the Public Utilities Regu-
latory Policies Act of 1978
requited FERC to establish rales
for utility sates of electricity to
qualifying cogenerators and small
power producers. The rates
charged were to be fust, reason-
able, and in the public interest,
and to ot discriminate against
the QFs.™ FERC’s regulations
implementing PURPA provided
guidance on what constituted
non-discriminatory rates. “Rates

Subsidization of standby rates ﬁ)r. DG projects is the wrong tool for encouraging socially wseful DG development,

for sales which are based on
accirate data and consistent sys-
temwide costing principles shall
not be considered to discriminate
against any qualifying facility to
the extent that such rates apply to |
the utility’s other customers with
similar load or other cost-related
characteristics ™™ The rules also
required that rates for mainte-
nance and standby power not be
based on the assumption that all
QFs would need these services
simultancously or at the time of
the system peak (unless sup-
ported by factual data).’

October 2003
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Although one of the key goals of
PURPA wwas to support the
development of small, efficient,
non-utility generation, there was
no suggestion that QFs should be
subsidized through the mechan-
ism of below-cost rates for
backup, maintenance and sup-
plemental electricity services.

V. Summary and
Conclusions

DG has the potential to provide
fmportant benefits for a wiility’s’
consumers and for society at
large, However, the benefits are
extremely project-specific. Incen~

- tives for DG development should
be targeted and tied to the specific
benefits provided. Not every
potential DG project deserves o
be built.
£ ubsidization of standby rates

for DG projects is the wrong
tool for encouraging socially
useful DG development. Distort-
ing standby rates to provide DG
subsidies s a shotgun approach
that will encourage both good and
bad projects, give uneconomic
signals for the design of such
projects, and lead to inefficient
use of standby service.

Standby rates for DG should be

. judged not on the basis of
whether they encourage DG
development, but rather on
whether they reflect the cost of

_ providing service to the DG pro-
ject{plusa faircontribution toany
above-market costs that other
customers are paying). These
rates should recover in fixed
charges the costs of the local

network required to stand by to
serve intermittent DG loads, and
recover in (ideally time-differen-
tiated) usage charges per KWh
costs that vary with electricity
delivered to the project.®

Endnotes:

1. The proposed rates, a5 of this writ-
ing, have not yet been approved by the

City Council. The corrent DG tates
contain an inadvertent subsidy that
canses large bill reductions for sub-
transmission customees that install a
very small DG unit, and overcharges
DG projects connected at primary
voltage, {LADWYP Approval Board
Letter, Sept. 16, 2002, Amendment of
Eleciric Rate Ordinance No. 168436,
Customer Generation.]

* 2. New York has retail competition and

generation charges to DX castoners
purchasing penetation service from the
utility are the samme as those applying to
customers withoot generation.

3. Cases 02-B-0780/-0781 Con Edison
and Orange and Rockland Standby
Service; Case (R-E-0551 Rochester Gas
& Blectrie Standby Rates; Case 02~
0779 Neww York States Blectric & Gas
Corporation,

4. NYPC Opinion No. ¢4, Opinion
and Order Approving Guidelines for
the Design of Standby Service Rates,
Oct. 26, 2001, at 27,

Justified? The Cuse Aguinst Electric UH-

mental demand in other hours is free,

5. Pace Energy Project’s Initial State-
ment in NYPSC Case 02-8-0781—
Consolidated Bdison Company of
New York, Ine—Standby Electric
Rates, March 17, 2003

6. Se¢, for example, “Order Establish-
ing Blectrie Standby Rates,” NYPSC
Cases 02-E-0780 and (781, July 23,
2008,

7. Sean Casten, Are Standby Rates Ever

lity Standby Charges as @ Response to Ot
Site Generation, Eizc, J., May 2003, at
58-65-

8. He does seem to acknowledge that
the diversity argument does not hokd
for local distribution facilities: “As one
meves ‘closer’ to the customer, peaks
becatne move coincident, the diversity:
of TXS served by & given component
falls, and the utility asset utilization is
increasingly dependent upon that
customer” (p. 64).

9. Rt is the marginal cost of service that
is of importance in the design of rates
so that customers have price signals to
invest in equipment and consumer
electricity efficiently.

10. The customer’s peak demand in a
given month i3 a peor proxy for the
customer’s consamption in high-cost
hours in the month, Furthermore, once.
the customer has hit what it expects o
be its peak for the month, 1t has little:
incentive to control its demand; incre-

13. Tn this context, “coincident peak”
means the highest combined load of
the customers using the facilities,

12. CPUC Decision 03-84-030,
Opinion on Cost Responsibility
Surcharge Mechanisms for Customer
Generation Departing Load, April 3,
2003,

13, NYPSC Opinion No, 014, “Opi~
nion and Order Approving Guidelines
for the Deesign of Standby Setvice
Rates,” Oct. 26, 2001, at 6.

14. Public Utifity Regulatory Policies
At of 1978, Section 210{c).

15, FERC Order 69, 18 CFR
292, 305(a3(2),

16, Id., Part 202.305(c).
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Editor

Standby Rates Issue
Is More Nuanced
Than Authors Let on

he exchange it the October

k. issue of the Journal by Jay
Mortison and Sean Casten on
standby rates for distributed
generators (DG) reminded me of
many of the “discussions” I have
had with my husband of 32
years—both are right, at feast to
some extent.

+ In his article, “Why We Need
Standby Rates for On-Site
Generation,” Mortison says that
some DG technologies have the
potential to go out simultaneously
{wind power projects when the
wind doesn’t blow, gasfired unity
when the price of gas is high). In
his rebuttal, “How Far We Have
to Go,” Casten says there can be

situations when this is not true
{wind blows in some areas and
ot in others).

» Morrison says that some DG
is dirtier and less efficient than
central station generators. Casten
says that some DG is cleaner and
more efficient.

These statements, all true,
highlight a major point inmy own
article that month, “Standby Ser-
vice to Distributed Generation
Projects: The Wrong Tool for
Subsidies,” as well as Motrison's:
that the costs and benefits of DG
are project-specific, and that sub-
sidizing all DG by underpricing
standby secvice is not the way to
ensure that the good projects are
built and the bad projects die on
the drawing board.

But the two authors are not
always right. On the issue of the
level of reserves necessary to
provide standby service to DG,
both authors fall into the trap of
failing to distinguish adequately
the very different effects of DG on
generation and high-voltage
transmnission from their effects on
local delivery facilities. Morri-
son’s introductory paragraph
characterizes Casten’s earlier
article on this subject {in the May

Noversher 2003

| much of Morrison's discussion
- lumps generation and transmis-

2003 issue of the Journal) as
reflecting a fundamental misun-
derstanding of the impact of DG
on distribution facilities. However,

sion in with distribution. He
claims that there are only a few
circumstances under which a
utility need not design its system
to meet a consumer’s maximum
demand. While I would agree that
this is generally true for the dis-
fribution system {and Morrison
makes this case very well), itis not
true for high-voltage transmission
and generation because of the
diversity of demands by the cus-
tomers using these systems. Cag-
ten makes the opposite mistake,
chaiming that DG diversity means
that distribution, as well as gen-
eration and transmission, can be
sized assuming that DG standby
icads are unfikely to occur when
facilities are heavily wtilized by
other customers.

Morrison’s description of
standby rate development sug-
gests that standby rates are
designed to collect from consa-
mers with generators the same
share of the system’s fixed costs
that they would have paid had
they not installed on-site genera-
tion. He justifies this approach
with the statement that the gen-
eration and infrastructure capa-
city must be available on the
system in the event that a DG unit
fails, or other consumers may
experience outages.

Not all utilities’ standby rates
charge for generation, transmis-
sion, and distribution capacity as
though the customer had never

& 2003, Poblished by Elsevier Inc, 10406190/ $-see front matter doi:/10.1016/14c£2003.1000 3
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installed DG. Furthermore, Cas-
ten is correct that doing so over-
charges DG for high-voltage
transmission and generation costs
and artificially inflates the cost of
DG. Even a traditional, vertically
integrated utility would not
assume that all of the DG on its
system would be out simulta-
nesusly for purposes of planning
. generation gnd travsmission. And in
a competitive wholesale market,
an LSE should be able to purchase
generation and transmission in
the spot market to serve unpre-
dictable DG loads or, if the LSE
owns the necessary generation
and transmission capacity, sell
- unused capacity in the spot mar-
ket when the DG doesn't need it
- In either case, the annual cost of
providing generation and trans-
mission capacity for a KW of
standby load is likely to be Jower
than the annual cost for a kKW of
load imposed by a customer
without DG, -
{ ! asten criticizes the utility
Mo anid Tegulatory mentality
‘that gives rise to standby rates,
He suggests that utilities are
misguided to look at standby
customers as causing costs that
need to be recovered in new
rates. He thinks the utilities
should attract customers for the
revenue that they represent, and
accept the cost of those custo-
mers as an investment to be
recpuped. Unfortunately, regu-
lated utilities, unlike Castery's
company, do not have the luxury
of going after customers that are
profitable and turning down the
rest. They have to serve’ what-
ever customer comes along. If

the resulting costs are not
recovered from that customer,
they are shifted-—at first to the
\iti!ity's shareholders and ulti-
mately to the utility's other
customers. To the extent that a
particular DG customer pro-
vides benefits to the system or to
society in general, the utility {or
the government} may find it
appropriate to offer incentives.

But the efficient form of incen-
tives, as Morrison and 1 peint

out, is not subsidized standby

service.

Casten ridicules Morrison's
observation that typical rate
structures are not designed to
accommodate standby service,?
and suggests that no business
designs rates for non-customers,
Casten is being a little too dever.
Standby customers are not “non-

“eustomers.” They are customers

whose service has very different
characteristics from that provided
to customers without generation,
Without the type of overhaul of

- rate stractures for full-service

customers described by Mortrison

- and by me, standby service will

require a separate rate to avoid |

cross subsidies. As Lexplain inmy
own article, that rate shonld
charge customers every month for
local facilities that have to be sizod
to handle full DG standby loads,
but should charge for generation
and other elements of delivery
only when the DG customer
actually uses these components of
the system.
Hethie S. Parmesene
{¥ice President
Nationa! Econonic Research

Associates, Las Angeles
001410016 5. 208 10001

Endnotes:

1. Bither delivery serviee only or
combined delivery and generation
sexvice, depending on the status of
retail competition in the state and the
customer’s prefercnce.

2. I made a similar comument in my
arkicle.

The Wrong Read
On Aerosol Forcing

n your News in Focus section

in July 2003, your item head-
lined “Two Studies Cast Doubt
on the IPCC Conclusions” dis-
torts the content of the May 16
Science article “Climate Forcing
by Aerosols: A Hazy Pictare”
by T.L. Anderson, ¢f al. The
story quotes the primary author
as stating “and so projections
of future climate change might be
incerror as well.” 1t ends by
quoting co-author Robert Charl-
son a3 saying, “We can expect
surprises and breakthroughs in
quaniifying aerosol forcing, but

4 £ 203, Blsevier Inc. 1040-6190/5 ~see front matter dob /10,1016 200310003
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